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Commission file number 1-7792
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(713) 297-5000
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Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.: Yes x No o
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Large accelerated filer x Accelerated filer o  Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). :  Yes o No x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Common Stock, par value $1.00 per
share:

58,032,847 shares as of July 25, 2006
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

POGO PRODUCING COMPANY AND SUBSIDIARIES

Consolidated Statements of Income (Unaudited)

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
(Expressed in millions,
except per share amounts)

Revenues:
Oil and gas $ 357.1 $ 274.0 $ 711.5 $ 528.1
Gain on sale of properties 308.3 � 308.3 0.3
Other 9.2 0.5 28.3 1.9
Total 674.6 274.5 1,048.1 530.3

Operating Costs and Expenses:
Lease operating 68.3 33.5 125.4 62.2
General and administrative 30.1 18.3 58.8 37.0
Exploration 5.3 3.3 8.0 14.5
Dry hole and impairment 12.4 6.5 38.0 53.9
Depreciation, depletion and amortization 113.4 67.9 223.5 138.4
Production and other taxes 20.1 14.2 33.6 25.4
Transportation and other 16.6 4.4 42.1 (1.2 )
Total 266.2 148.1 529.4 330.2

Operating Income 408.4 126.4 518.7 200.1
Interest:
Charges (36.2 ) (13.8 ) (64.5 ) (24.0 )
Income 0.6 1.4 1.1 2.2
Capitalized 18.6 2.7 34.8 4.9
Commodity derivative expense (7.1 ) � (3.8 ) �
Foreign Currency Transaction Gain 1.3 � 1.1 �

Income From Continuing Operations Before Taxes 385.6 116.7 487.4 183.2
Income Tax Expense (23.7 ) (42.7 ) (58.0 ) (69.7 )

Income From Continuing Operations 361.9 74.0 429.4 113.5
Income from Discontinued Operations, net of tax � 29.5 � 49.2
Net Income $ 361.9 $ 103.5 $ 429.4 $ 162.7

Earnings per Common Share:
Basic
Income from continuing operations $ 6.31 $ 1.23 $ 7.48 $ 1.83
Income from discontinued operations, net of tax � 0.48 � 0.80
Net income $ 6.31 $ 1.71 $ 7.48 $ 2.63

Diluted
Income from continuing operations $ 6.25 $ 1.22 $ 7.41 $ 1.82
Income from discontinued operations, net of tax � 0.48 � 0.78
Net income $ 6.25 $ 1.70 $ 7.41 $ 2.60

Dividends per Common Share $ 0.075 $ 0.0625 $ 0.15 $ 0.125

See accompanying notes to consolidated financial statements.
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POGO PRODUCING COMPANY AND SUBSIDIARIES

Consolidated Balance Sheets (Unaudited)

June 30, December 31,
2006 2005
(Expressed in millions)

Assets
Current Assets:
Cash and cash equivalents $ 26.9 $ 57.7
Accounts receivable 153.0 198.8
Other receivables 28.3 19.9
Federal income tax receivable � 21.7
Deferred tax asset 4.2 12.2
Inventories - product 17.4 13.2
Inventories - tubulars 26.6 19.1
Other 19.2 4.2
Total current assets 275.6 346.8

 Property and Equipment:

Oil and gas, on the basis of successful efforts accounting
Proved properties 6,900.6 6,254.5
Unevaluated properties 1,127.7 872.2
Other, at cost 46.1 40.5

8,074.4 7,167.2
Accumulated depreciation, depletion and amortization
Oil and gas (1,624.7 ) (1,858.3 )
Other (28.4 ) (24.5 )

(1,653.1 ) (1,882.8 )
Property and equipment, net 6,421.3 5,284.4

Other Assets:
Other 49.5 44.5

49.5 44.5

$ 6,746.4 $ 5,675.7

See accompanying notes to consolidated financial statements.
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POGO PRODUCING COMPANY AND SUBSIDIARIES

Consolidated Balance Sheets (Unaudited)

June 30, December 31,
2006 2005
(Expressed in millions,
except share amounts)

Liabilities and Shareholders� Equity

Current Liabilities:
Accounts payable - operating activities $ 159.0 $ 167.3
Accounts payable - investing activities 159.9 137.1
Income taxes payable 118.2 2.0
Accrued interest payable 21.9 20.2
Accrued payroll and related benefits 3.2 3.7
Price hedge contracts 30.9 52.3
Other 13.4 12.5
Total current liabilities 506.5 395.1

Long-Term Debt 2,011.6 1,643.4

Deferred Income Tax 1,432.9 1,316.9

Asset Retirement Obligation 124.2 149.4

Other Liabilities and Deferred Credits 52.8 72.3
Total liabilities 4,128.0 3,577.1

Commitments and Contingencies � �

Shareholders� Equity:
Preferred stock, $1 par; 4,000,000 shares authorized � �
Common stock, $1 par; 200,000,000 shares authorized, 65,387,706 and 65,275,106 shares issued,
respectively 65.4 65.3
Additional capital 959.7 977.9
Retained earnings 1,884.9 1,464.2
Deferred compensation � (17.5 )
Accumulated other comprehensive income (loss) 69.7 (30.0 )
Treasury stock (7,365,359 shares, at cost) (361.3 ) (361.3 )
Total shareholders� equity 2,618.4 2,098.6

$ 6,746.4 $ 5,675.7

See accompanying notes to consolidated financial statements.

3

Edgar Filing: POGO PRODUCING CO - Form 10-Q

6



POGO PRODUCING COMPANY AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows (Unaudited)

Six Months Ended
June 30,
2006 2005
(Expressed in millions)

Cash Flows from Operating Activities:
Cash received from customers $ 749.5 $ 551.0
Operating, exploration, and general and administrative expenses paid (301.8 ) (143.1 )
Interest paid (59.0 ) (18.6 )
Income taxes paid (60.6 ) (72.1 )
Income tax refund 2.6 �
Other 7.5 7.5
Cash provided by continuing operations 338.2 324.7
Cash provided by discontinued operations � 104.9
Net cash provided by operating activities 338.2 429.6

Cash Flows from Investing Activities:
Capital expenditures (369.8 ) (208.0 )
Purchase of corporations and property (820.4 ) (35.1 )
Sale of current investments � 122.3
Purchase of current investments � (16.8 )
Sale of properties and corporations 463.0 7.8
Other 12.9 7.8
Cash used in continuing operations (714.3 ) (122.0 )
Cash used in discontinued operations � (48.1 )
Net cash used in investing activities (714.3 ) (170.1 )

Cash Flows from Financing Activities:
Borrowings under senior debt agreements 1,368.0 1,165.0
Payments under senior debt agreements (1,450.0 ) (1,337.0 )
Proceeds from 2013 and 2015 Notes, respectively 450.0 297.3
Purchase of Company stock (7.7 ) (221.7 )
Payments of cash dividends on common stock (8.7 ) (7.8 )
Payments from discontinued operations � 109.6
Payment of debt issue costs (11.2 ) (3.2 )
Proceeds from exercise of stock awards 4.1 4.3
Cash provided by continuing operations 344.5 6.5
Cash used in discontinued operations � (109.6 )
Net cash provided by (used in) financing activities 344.5 (103.1 )
Effect of exchange rate changes on cash 0.8 (0.2 )
Net increase (decrease) in cash and cash equivalents (30.8 ) 156.2
Cash and cash equivalents from continuing operations, beginning of the year 57.7 33.5
Cash and cash equivalents from discontinued operations, beginning of the year � 53.0
Cash and cash equivalents at the end of the period $ 26.9 $ 242.7

Reconciliation of net income to net cash provided by operating activities:
Net income $ 429.4 $ 162.7
Adjustments to reconcile net income to net cash provided by operating activities -
Income from discontinued operations, net of tax � (49.2 )
Gains from the sales of properties (308.3 ) (0.3 )
Depreciation, depletion and amortization 223.5 138.4
Dry hole and impairment 38.0 53.9
Interest capitalized (34.8 ) (4.9 )
Price hedge contracts 1.6 1.0
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Other 11.9 5.8
Deferred income taxes (100.1 ) (9.1 )
Change in operating assets and liabilities 77.0 26.4
Net cash provided by continuing operating activities 338.2 324.7
Net cash provided by discontinued operating activities � 104.9
Net cash provided by operating activities $ 338.2 $ 429.6

See accompanying notes to consolidated financial statements.
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POGO PRODUCING COMPANY AND SUBSIDIARIES

Consolidated Statements of Shareholders� Equity (Unaudited)

For the Six Months Ended June 30,
2006 2005
Shareholders� Shareholders�
Equity Equity
Shares Amount Shares Amount
(Expressed in millions, except share amounts)

Common Stock:
$1.00 par-200,000,000 shares authorized
Balance at beginning of year 65,275,106 $ 65.3 64,580,639 $ 64.6
Stock option activity 105,800 0.1 162,801 0.1
Shares issued as compensation 6,800 � 5,900 �
Issued at end of period 65,387,706 65.4 64,749,340 64.7

Additional Capital:
Balance at beginning of year 977.9 943.7
Stock options exercised - proceeds 3.0 5.8
Stock based compensation - federal tax benefit 0.8 �
Stock based compensation expense - stock options 0.6 �
Stock based compensation expense - restricted stock 5.1 1.0
Cumulative effect of change in accounting principle (27.7 ) �
Balance at end of period 959.7 950.5

Retained Earnings:
Balance at beginning of year 1,464.2 728.7
Net income 429.4 162.7
Dividends ($0.15 and $0.125 per common share, respectively) (8.7 ) (7.8 )
Balance at end of period 1,884.9 883.6

Accumulated Other
Comprehensive Income (Loss):
Balance at beginning of year (30.0 ) 2.6
Cumulative foreign currency translation adjustment 75.3 �
Change in fair value of price hedge contracts 19.0 (12.1 )
Reclassification adjustment for losses included in net income 5.4 (1.0 )
Balance at end of period 69.7 (10.5 )

Deferred Compensation
Balance at beginning of year (17.5 ) (9.9 )
Activity during the period � 1.1
Cumulative effect of change in accounting principle 17.5 �
Balance at end of period � (8.8 )

Treasury Stock:
Balance at beginning of year (7,365,359 ) (361.3 ) (55,239 ) (1.7 )
Activity during the period � � (4,752,900 ) (221.7 )
Balance at end of period (7,365,359 ) (361.3 ) (4,808,139 ) (223.4 )

Common Stock Outstanding, at the End of the Period 58,022,347 59,941,201

Total Shareholders� Equity $ 2,618.4 $ 1,656.1

See accompanying notes to consolidated financial statements.
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POGO PRODUCING COMPANY AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited)

(1) GENERAL INFORMATION -

The consolidated financial statements included herein have been prepared by Pogo Producing Company (the �Company�) without audit and
include all adjustments (of a normal and recurring nature), which are, in the opinion of management, necessary for the fair presentation of
interim results.  The interim results are not necessarily indicative of results for the entire year.  The financial statements should be read in
conjunction with the consolidated financial statements and notes thereto included in the Company�s Annual Report on Form 10-K for the year
ended December 31, 2005.

The Company�s results for 2005 reflect its oil and gas exploration, development and production activities in the Kingdom of Thailand and in
Hungary as discontinued operations.  Except where noted and for pro forma earnings per share, the discussions in the following notes relate to
the Company�s continuing operations only.

(2) ACQUISITIONS �

2006 - On May 2, 2006, the Company completed the acquisition of Latigo Petroleum, Inc. (�Latigo�), a privately held
corporation for approximately $766.4 million in cash, including transaction costs.  The purchase price was funded
using cash on hand and debt financing.  As of April 1, 2006, Latigo owned approximately 100,100 net producing
acres, plus approximately 304,600 net acres of undeveloped leasehold.  Latigo�s operations are concentrated in west
Texas and the Texas Panhandle with key exploration plays in the Texas Panhandle. The Company acquired Latigo
primarily to strengthen its position in domestic exploration and development properties.  The following is a
calculation and preliminary allocation of purchase price to the acquired assets and liabilities based on their relative fair
values:

CALCULATION OF PURCHASE PRICE (IN MILLIONS)
Cash paid, including transaction costs $ 766.4

Plus fair market value of liabilites assumed:
Deferred income taxes 207.7
Other liabilities 55.0
Total purchase price for assets acquired $ 1,029.1

ALLOCATION OF PURCHASE PRICE (IN MILLIONS)
Proved oil and gas properties $ 851.1
Unproved oil and gas properties 156.0
Other assets 22.0
Total $ 1,029.1

The purchase price allocation noted above is subject to change based on the Company�s final analysis of the assets and liabilities it has acquired,
which is expected to be completed by the fourth quarter of 2006.

In addition to the Latigo acquisition, the Company also completed the corporate acquisition of a Canadian company on February 21, 2006 for
cash consideration totaling approximately $18.6 million. The Company recorded the estimated fair value of assets and liabilities that consisted
primarily of $26.9 million of oil and gas properties and deferred tax liabilities of $8.0 million.  No goodwill was recorded in connection with
these transactions.

2005 - On September 27, 2005, the Company completed the acquisition of Northrock Resources Ltd. (�Northrock�) for
approximately $1.7 billion in cash.  As of September 27, 2005, Northrock owned approximately 292,000 net
producing acres, plus approximately 950,000 net acres of undeveloped leasehold.  Northrock�s activities are
concentrated in Saskatchewan and Alberta with key exploration plays in Canada�s Northwest Territories, British
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Columbia and the Alberta Foothills. The Company acquired Northrock primarily to strengthen its position in North
American exploration and development properties.  The following is a calculation and final allocation of purchase
price to the acquired assets and liabilities based on their relative fair values:
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CALCULATION OF PURCHASE PRICE (IN MILLIONS)
Cash paid, including transaction costs $ 1,737.5

Plus fair market value of liabilites assumed:
Other liabilites 100.5
Asset retirement obligation 38.8
Deferred income taxes 757.3
Total purchase price for assets acquired $ 2,634.1

ALLOCATION OF PURCHASE PRICE (IN MILLIONS)
Proved oil and gas properties $ 1,715.8
Unproved oil and gas properties 799.0
Other assets 119.3
Total $ 2,634.1

In addition to the Northrock acquisition, the Company completed two other corporate acquisitions in Canada during 2005 for cash consideration
totaling approximately $32.9 million and six other producing property acquisitions for cash consideration totaling approximately $51 million. 
The Company recorded the estimated fair value of assets and liabilities on the two corporate transactions that consisted primarily of $50 million
of oil and gas properties and deferred tax liabilities of $15.8 million.  No goodwill was recorded for these transactions.

Pro Forma Information

The following summary presents unaudited pro forma consolidated results of operations for the three and six months ended June 30, 2006 and
2005 for the Company�s continuing operations as if the acquisitions of Latigo and Northrock had each occurred as of January 1, 2005.  The pro
forma results are for illustrative purposes only and include adjustments in addition to the pre-acquisition historical results of Latigo and
Northrock, such as increased depreciation, depletion and amortization expense resulting from the allocation of fair value to oil and gas properties
acquired, increased interest expense on acquisition debt and the related tax effects of these adjustments.  The unaudited pro forma information
(presented in millions of dollars, except per share amounts) is not necessarily indicative of the operating results that would have occurred had the
acquisitions been consummated at that date, nor are they necessarily indicative of future operating results.

Pro Forma:

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

Revenues $ 653.9 $ 335.0 $ 1,019.4 $ 649.2
Income from continuing operations 339.3 55.6 394.5 91.1
Earnings per share:
Basic - $ 5.91 $ 0.92 $ 6.88 $ 1.47
Diluted - $ 5.86 $ 0.91 $ 6.81 $ 1.46

(3) DISCONTINUED OPERATIONS �

Under SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, the Company classifies assets to be disposed of as held
for sale or, if appropriate, discontinued operations when appropriate approvals by the Company�s management or Board of Directors have
occurred and when other criteria are met.  During 2005, the Company completed the sale of the assets discussed below, which have been
reported as discontinued operations in the Company�s historical financial statements.

Thaipo Ltd. and B8/32 Partners Ltd.

On August 17, 2005, the Company completed the sale of its wholly owned subsidiary Thaipo Ltd. and its 46.34% interest in B8/32 Partners Ltd. 
(collectively referred to as the �Thailand Entities�) for a purchase price of $820 million.  The Company recognized an after tax gain of
approximately $403 million on the sale of the Thailand Entities.
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Pogo Hungary Ltd.

On June 7, 2005, the Company completed the sale of its wholly owned subsidiary Pogo Hungary, Ltd. (�Pogo Hungary�) for a purchase price of $9
million.  The Company recognized an after tax gain of approximately $5 million on the sale of Pogo Hungary.

The summarized results of the discontinued operations were as follows (amounts expressed in millions):
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Operating Results Data

Three months ended Six months ended
June 30, 2005 June 30, 2005

Revenues $ 112.9 $ 214.5
Costs and expenses (57.3 ) (112.3 )
Other income 3.5 4.1
Income before income taxes 59.1 106.3
Income taxes (34.8 ) (62.3 )
Income before gain from discontinued operations, net of tax 24.3 44.0
Gain on sale of Pogo Hungary, net of tax 5.2 5.2
Income from discontinued operations, net of tax $ 29.5 $ 49.2

(4) EARNINGS PER SHARE -

Earnings per common share (basic earnings per share) are based on the weighted average number of shares of common stock outstanding during
the periods. Earnings per share and potential common shares (diluted earnings per share) consider the effect of dilutive securities as set out
below. This disclosure reflects net income from both continuing and discontinued operations.  Amounts are expressed in millions, except per
share amounts.

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

Income (numerator):
Income from continuing operations $ 361.9 $ 74.0 $ 429.4 $ 113.5
Income from discontinued operations, net of tax � 29.5 � 49.2

Net Income - basic and diluted $ 361.9 $ 103.5 $ 429.4 $ 162.7

Weighted average shares (denominator):
Weighted average shares - basic 57.4 60.3 57.4 61.9
Dilution effect of stock options and unvested restricted stock outstanding at
end of period 0.5 0.6 0.6 0.6

Weighted average shares - diluted 57.9 60.9 58.0 62.5

Earnings per share:
Basic:
Income from continuing operations $ 6.31 $ 1.23 $ 7.48 $ 1.83
Income from discontinued operations � 0.48 � 0.80
Basic earnings per share $ 6.31 $ 1.71 $ 7.48 $ 2.63

Diluted:
Income from continuing operations $ 6.25 $ 1.22 $ 7.41 $ 1.82
Income from discontinued operations � 0.48 � 0.78
Diluted earnings per share $ 6.25 $ 1.70 $ 7.41 $ 2.60

Antidilutive securities;
Shares assumed not issued from options to purchase common shares as the
exercise prices are above the average market price for the period or the effect
of the assumed exercise would be antidilutive 0.02 0.03 � 0.03
Average price $ 48.93 $ 49.02 $ � $ 49.02
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(5) LONG-TERM DEBT �

Long-term debt at June 30, 2006 and December 31, 2005, consists of the following (dollars expressed in millions):

June 30, December 31,
2006 2005

Senior debt -
Bank revolving credit agreement:
LIBOR based loans, borrowings at June 30, 2006 and December 31, 2005 at interest rates of
6.776% and 5.811%, respectively $ 510.0 $ 595.0
Prime based loans, borrowings at June 30, 2006 and December 31, 2005 at interest rates of
8.25% and 7.25%, respectively 14.0 11.0
LIBOR Rate Advances, borrowings at June 30, 2006 and December 31, 2005 at interest rates of
6.485% and 5.618%, respectively 40.0 40.0
Total senior debt 564.0 646.0
Senior subordinated debt -
8.25% Senior subordinated notes, due 2011 200.0 200.0
7.875% Senior subordinated notes, due 2013 450.0 �
6.625% Senior subordinated notes, due 2015 300.0 300.0
6.875% Senior subordinated notes, due 2017 500.0 500.0
Total senior subordinated debt 1,450.0 1,000.0
Unamortized discount on 2015 Notes (2.4 ) (2.6 )
Total debt 2,011.6 1,643.4
Amount due within one year � �
Long-term debt $ 2,011.6 $ 1,643.4

On June 6, 2006, the Company issued $450 million principal amount of 7.875% senior subordinated notes due 2013. The proceeds from the sale
of the 2013 Notes were used to pay down obligations under the Company�s bank credit facility.  The 2013 Notes bear interest at a rate of 7.875%,
payable semi-annually in arrears on May 1 and November 1 of each year. The 2013 Notes are general unsecured senior subordinated obligations
of the Company, and are subordinated in right of payment to the Company�s senior indebtedness, which currently includes the Company�s
obligations under the bank revolving credit agreement and LIBOR rate advances.  The Company, at its option, may redeem the 2013 Notes in
whole or in part, at any time on or after May 1, 2010, at a redemption price of 103.938% of their principal amount and decreasing percentages
thereafter. The Company may also redeem a portion of the 2013 Notes prior to May 1, 2009 and some or all of the Notes prior to May 1, 2010,
in each case by paying specified premiums.  The indenture governing the 2013 Notes also imposes certain covenants on the Company, including
covenants limiting: incurrence of indebtedness including senior indebtedness; restricted payments; the issuance and sales of restricted subsidiary
capital stock; transactions with affiliates; liens; disposition of proceeds of assets sales; non-guarantor restricted subsidiaries; dividends and other
payment restrictions affecting restricted subsidiaries; and merger, consolidations and the sale of assets.

(6) INCOME TAXES �

During the second quarter of 2006, the Company recognized both a deferred income tax benefit and a reduction of its deferred income tax
liability in the amount of $112.3 million related to the enactment of a 1.5% reduction in Alberta provincial tax rates, the phase-in of a 5%
reduction in Saskatchewan provincial tax rates and the phase-in of a 3% reduction in Canadian federal tax rates.

As of June 30, 2006, no deferred U.S. income tax liability has been recognized on the $188.1 million of undistributed earnings of certain foreign
subsidiaries as they have been deemed permanently invested outside the U.S., and it is not practicable to estimate the deferred tax liability
related to such undistributed earnings.

(7) ASSET RETIREMENT OBLIGATION �

The Company�s liability for expected future costs associated with site reclamation, facilities dismantlement, and plugging and abandonment of
wells for the six-month period ended June 30, 2006 is as follows (in millions):
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2006
ARO as of January 1, $ 156.3
Liabilities incurred during the six months ended June 30, 5.2
Liabilities settled during the six months ended June 30, (35.2 )
Accretion expense 5.1
Balance of ARO as of June 30, 131.4
Less: current portion of ARO (7.2 )
Long-term ARO as of June 30, $ 124.2

For the three months ended June 30, 2006 and 2005 the Company recognized depreciation expense related to its asset retirement cost (�ARC�) of
$2.1 million and $1.0 million, respectively.  For the six months ended June 30, 2006 and 2005 the Company recognized depreciation expense
related to its ARC of $4.3 million and $1.9 million, respectively.

(8) GAIN ON SALE OF ASSETS-

On May 31, 2006, the Company sold an undivided 50 percent interest of each and all of its Gulf of Mexico oil and gas leasehold interests and
related pipelines and equipment to an affiliate of Mitsui & Co., Ltd., for approximately $455 million, after purchase price adjustments.  The sale
resulted in a pre-tax gain of $308.4 million, which, along with $0.1 million of pre-tax losses on sales of other properties, have been reflected in
the caption �Gain on sale of properties� in the Company�s results of operations.

10

Edgar Filing: POGO PRODUCING CO - Form 10-Q

19



(9) GEOGRAPHIC INFORMATION

The Company�s reportable geographic information is identified below.  The Company evaluates performance based on operating income (loss). 
Financial information by geographic region is presented below:

2006 2005
(Expressed in millions)

Long-Lived Assets:
As of June 30,
United States $ 3,565.0 $ 2,536.1
Canada 2,856.2 �
Total $ 6,421.2 $ 2,536.1

Capital Expenditures:
 (including interest capitalized)
For the three months ended June 30,
United States $ 1,283.3 $ 134.4
Canada 181.7 �
Total $ 1,465.0 $ 134.4

For the Three Months Ended
June 30,

For the Six Months Ended
June 30,

2006 2005 2006 2005
(Expressed in millions)

Revenues:
For the three months ended June 30,
United States $ 545.9 $ 274.5 $ 789.6 $ 530.3
Canada 128.7 � 258.5 �
Total $ 674.6 $ 274.5 $ 1,048.1 $ 530.3

Depreciation, depletion, and amortization expense:
For the three months ended June 30,
United States $ 63.9 $ 67.9 $ 127.2 $ 138.4
Canada 49.5 � 96.3 �
Total $ 113.4 $ 67.9 $ 223.5 $ 138.4

Operating income (loss):
For the three months ended June 30,
United States $ 372.8 $ 127.9 $ 454.9 $ 209.5
Canada 31.3 � 60.5 �
Other 4.3 (1.5 ) 3.3 (9.4 )
Total $ 408.4 $ 126.4 $ 518.7 $ 200.1

(10) COMMODITY DERIVATIVES AND HEDGING ACTIVITIES -

As of June 30, 2006, the Company held various derivative instruments.  During 2005 and 2006, the Company entered into natural gas and crude
oil option agreements referred to as �collars�.  Collars are designed to establish floor and ceiling prices on anticipated future natural gas and crude
oil production. The Company has designated these contracts as cash flow hedges designed to achieve a more predictable cash flow, as well as to
reduce its exposure to price volatility. While the use of these derivative instruments limits the downside risk of adverse price movements, they
may also limit future revenues from favorable price movements. The use of derivatives also involves the risk that the counterparties to such
instruments will be unable to meet the financial terms of such contracts.  Currently, the Company does not expect losses due to creditworthiness
of its counterparties.
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During the three and six month periods ended June 30, 2006 the Company recognized a pre-tax gain of $0.1 million and a pre-tax loss of $4.3
million, respectively, related to settled contracts in its oil and gas revenues from its price hedge contracts.  Price hedging activity had no effect
on the Company�s oil and gas revenues during the three and six-month periods ended June 30, 2005.  The Company recognized pre-tax losses of
$1.3 million and $1.6 million due to ineffectiveness on hedge contracts during the three and six-month periods ended June 30, 2006,
respectively.  The Company recognized pre-tax losses of $1.0 million and $1.0 million due to ineffectiveness on hedge contracts during the three
and six-month periods ended June 30, 2005, respectively.  Unrealized pre-tax losses on derivative instruments of $44.9 million ($28.5 million
after taxes), have been reflected as a component of other comprehensive income at June 30, 2006.  Based on the fair market value of the hedge
contracts as of June 30, 2006, the Company would reclassify additional pre-tax losses of approximately $24.8 million (approximately $15.7
million after taxes) from accumulated other comprehensive income (shareholders� equity) to net income during the next twelve months.

The gas derivative contracts are generally settled based upon the average of the reported settlement prices on the NYMEX for the last three
trading days of a particular contract month.  The oil derivative transactions are generally settled based on the average of the reporting settlement
prices for West Texas Intermediate on the NYMEX for each trading day of a particular calendar month.  For any particular collar transaction, the
counterparty is required to make a payment to the Company if the settlement price for any settlement period is below the floor price for such
transaction, and the Company is required to make a payment to the counterparty if the settlement price for any settlement period is above the
ceiling price of such transaction.

The estimated fair value of these transactions is based upon various factors that include closing exchange prices on the NYMEX, volatility and
the time value of options.  Further details related to the Company�s hedging activities as of June 30, 2006 are as follows:

NYMEX
Contract Fair Value

Contract Period and Price of
Type of Contract Volume Floor Ceiling Asset/(Liability)

(in millions)
Natural Gas Contracts (MMBtu) (a)
Collar Contracts:
September 2006 150 $ 5.00 $ 7.50 $ �
July 2006 - December 2006 920 $ 5.50 $ 8.25 $ (0.4 )
November 2006 - December 2006 305 $ 5.75 $ 8.27 $ (0.4 )
July 2006 - December 2006 5,520 $ 6.00 $ 13.50 $ 1.1
July 2006 - December 2006 920 $ 6.00 $ 13.55 $ 0.2
July 2006 - December 2006 1,840 $ 6.00 $ 13.60 $ 0.4
July 2006 - December 2006 5,520 $ 6.00 $ 14.00 $ 1.2
July 2006 - December 2006 920 $ 7.00 $ 10.60 $ 0.5
July 2006 - December 2006 920 $ 7.00 $ 10.62 $ 0.5
July 2006 - December 2006 920 $ 7.00 $ 10.70 $ 0.5
January 2007 - December 2007 5,475 $ 6.00 $ 12.00 $ (2.7 )
January 2007 - December 2007 1,825 $ 6.00 $ 12.15 $ (0.8 )
January 2007 - December 2007 9,125 $ 6.00 $ 12.50 $ (3.6 )
January 2007 - December 2007 913 $ 8.00 $ 13.40 $ 0.4
January 2007 - December 2007 2,738 $ 8.00 $ 13.50 $ 1.1
January 2007 - December 2007 913 $ 8.00 $ 13.52 $ 0.4
January 2007 - December 2007 913 $ 8.00 $ 13.65 $ 0.4
January 2008 - December 2008 1,830 $ 8.00 $ 12.05 $ 0.5
January 2008 - December 2008 2,745 $ 8.00 $ 12.10 $ 0.8
January 2008 - December 2008 915 $ 8.00 $ 12.25 $ 0.3

(a)  MMBtu means million British Thermal Units.
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NYMEX
Contract Fair Value

Contract Period and Price of
Type of Contract Volume Floor Ceiling Asset/(Liability)

(in millions)
Crude Oil Contracts (Barrels)
Collar Contracts:
July 2006 - December 2006 736,000 $ 50.00 $ 78.00 $ (2.3 )
July 2006 - December 2006 184,000 $ 50.00 $ 79.00 $ (0.5 )
July 2006 - December 2006 736,000 $ 50.00 $ 81.00 $ (1.6 )
July 2006 - December 2006 184,000 $ 50.00 $ 81.04 $ (0.4 )
July 2006 - December 2006 920,000 $ 50.00 $ 82.00 $ (1.8 )
July 2006 - December 2006 368,000 $ 60.00 $ 84.00 $ (0.5 )
July 2006 - December 2006 92,000 $ 60.00 $ 85.25 $ (0.1 )
January 2007 - December 2007 1,460,000 $ 50.00 $ 75.00 $ (10.3 )
January 2007 - December 2007 365,000 $ 50.00 $ 75.25 $ (2.5 )
January 2007 - December 2007 3,650,000 $ 50.00 $ 77.50 $ (22.0 )
January 2007 - December 2007 182,500 $ 60.00 $ 82.75 $ (0.6 )
January 2007 - December 2007 547,500 $ 60.00 $ 83.00 $ (1.7 )
January 2007 - December 2007 182,500 $ 60.00 $ 84.00 $ (0.5 )
January 2008 - December 2008 183,000 $ 60.00 $ 80.00 $ (0.6 )
January 2008 - December 2008 183,000 $ 60.00 $ 80.05 $ (0.6 )
January 2008 - December 2008 183,000 $ 60.00 $ 80.10 $ (0.6 )
January 2008 - December 2008 366,000 $ 60.00 $ 80.25 $ (1.1 )

Although the Company�s collars are effective as economic hedges, the sale of 50% of the Company�s Gulf of Mexico interests on May 31, 2006
and the forecasted shut-in hydrocarbon production from the Company�s Gulf of Mexico properties (resulting primarily from hurricane activity
during the third quarter of 2005) caused certain of the gas and crude oil collar contracts to lose their qualification for hedge accounting under
SFAS 133.  For the collar contracts that no longer qualify for hedge accounting, the Company now recognizes changes in the fair value of these
contracts in the consolidated statement of income for the period in which the change occurs under the caption �Commodity derivative expense.�� 
The Company recognized a $7.1 million non-cash charge related to these contracts during the second quarter of 2006.  As of June 30, 2006, the
Company had the following open collar contracts that no longer qualify for hedge accounting:

NYMEX
Contract Fair Value

Contract Period and Price of
Type of Contract Volume Floor Ceiling Liability

(in millions)
Natural Gas Contracts (MMBtu)
Collar Contracts:
July 2006 - December 2006 920 $ 5.50 $ 8.25 $ (0.4 )
July 2006 - December 2006 2,610 $ 5.00 $ 7.50 $ (2.1 )
July 2006 - December 2006 1,535 $ 5.75 $ 8.27 $ (0.3 )
January 2007 - December 2007 7,300 $ 6.00 $ 12.15 $ (3.3 )
January 2007 - December 2007 3,650 $ 6.00 $ 12.20 $ (1.6 )
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(11) EMPLOYEE BENEFIT PLANS -

The Company has adopted a trusteed retirement plan for its U.S. salaried employees. The benefits are based on years of service and the
employee�s average compensation for five consecutive years within the final ten years of service that produce the highest average compensation.
The Company did not make a contribution to the plan during the first six months of 2006 and does not expect to make a contribution during the
remainder of 2006.

Although the Company has no obligation to do so, the Company currently provides full medical benefits to its retired U.S. employees and
dependents. For current employees, the Company assumes all or a portion of post-retirement medical and term life insurance costs based on the
employee�s age and length of service with the Company. The post-retirement medical plan has no assets and is currently funded by the Company
on a pay-as-you-go basis.

The Company�s net periodic benefit cost for its benefit plans is comprised of the following components (in millions of dollars):

Retirement Plan
Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

Service cost $ 1.1 $ 0.9 $ 2.2 $ 1.7
Interest cost 0.7 0.6 1.3 1.1
Expected return on plan assets (0.7 ) (0.7 ) (1.4 ) (1.3 )
Amortization of net loss 0.4 0.3 0.9 0.6

$ 1.5 $ 1.1 $ 3.0 $ 2.1

Post-Retirement Medical Plan
Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

Service cost $ 0.5 $ 0.4 $ 0.9 $ 0.8
Interest cost 0.3 0.3 0.6 0.6
Amortization of transition obligation � 0.1 � 0.2
Amortization of net loss � 0.1 0.1 0.2

$ 0.8 $ 0.9 $ 1.6 $ 1.8

The assumptions used in the valuation of the Company�s employee benefit plans and the target investment allocations have remained the same as
those disclosed in the Company�s Annual Report on Form 10-K for the year ended December 31, 2005.

In December 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003 (the Act) was signed into law. The Act
introduced a prescription drug benefit under Medicare (Medicare Part D), as well as a nontaxable federal subsidy to sponsors of retiree health
care benefit plans that provide a benefit that is at least actuarially equivalent to Medicare Part D.  The Company has elected not to reflect
changes in the Act in its financial statements since the Company has concluded that the effects of the Act are not a significant event that calls for
remeasurement under SFAS 106.

(12) ACCOUNTING FOR STOCK-BASED COMPENSATION -

The Company�s incentive plans authorize awards granted wholly or partly in common stock (including rights or options which may be exercised
for or settled in common stock) to key employees and non-employee directors.  Awards to employees of the Company may be made as grants of
stock options, stock appreciation rights, stock awards, cash awards, performance awards or any combination thereof (collectively, �Stock
Awards�).  Employee stock options generally become exercisable in three installments.  Employee restricted stock generally becomes exercisable
in four installments.  The number of shares of Company common stock available for future issuance was 3,652,024 as of June 30, 2006.  Stock
options granted during and after 2003 expire 5 years from the date of grant, if not exercised.  Stock options granted prior to 2003, if not
exercised, expire 10 years from the date of grant.

Edgar Filing: POGO PRODUCING CO - Form 10-Q

24



14

Edgar Filing: POGO PRODUCING CO - Form 10-Q

25



Effective January 1, 2003, the Company adopted the fair value recognition provisions of Statement of Financial Accounting Standards No. 123,
�Accounting for Stock Based Compensation� (�SFAS 123�) and the prospective method transition provisions of Statement of Financial Accounting
Standards No. 148, �Accounting for Stock Based Compensation�Transition and Disclosure�an amendment of FAS No. 123� (�SFAS 148�) for all
Stock Awards granted, modified or settled after January 1, 2003.  Under SFAS 123, the Company recognized compensation cost for all Stock
Awards on either a straight-line basis over the vesting period or upon retirement, whichever was shorter (the nominal vesting period approach). 
On January 1, 2006, the Company adopted the provisions of SFAS No. 123 (revised 2004) (�SFAS 123R�), �Share-Based Payment�, which replaced
the provisions of SFAS 123.  The cumulative effect of the change in accounting principle resulting from the adoption of SFAS 123R was
recognized in the Company�s financial statements through the elimination of previously recognized deferred compensation costs, with offsetting
amounts recorded in the additional capital account within shareholders� equity and the related deferred income tax payable.  The Company
adopted SFAS 123R using the modified prospective transition method.  Under that transition method, compensation cost recognized during the
six months ended June 30, 2006 includes (a) compensation cost for Stock Awards granted prior to, but not yet vested as of January 1, 2006,
based on the grant date fair value estimated in accordance with the original provisions of SFAS 123, and (b) compensation cost for all Stock
Award grants subsequent to January 1, 2006 based on the grant date fair value estimated in accordance with SFAS 123R.  Compensation cost for
restricted stock, stock options and other stock-based compensation is recognized using the nonsubstantive vesting period approach, i.e. (a) on a
straight-line basis, over either the vesting period for the applicable Stock Award or until retirement eligibility age, whichever is shorter, or (b)
over a six-month period for Stock Awards to employees who have reached retirement eligibility age.  The impact of using the nonsubstantive vs.
the nominal vesting period approach for the three and six month periods ended June 30, 2006 would have resulted in a reduction in after-tax
compensation expense of $0.3 million and $0.1 million, respectively.  The impact of using the nonsubstantive vs. the nominal vesting period
approach would have resulted in a reduction of after-tax compensation expense of $0.1 million for the three month period ended June 30, 2005
and in additional after-tax compensation expense of $0.5 for the six month period ended June 30, 2005.

The following table illustrates the effect on the Company�s net income and earnings per share if the fair value recognition provisions of SFAS
123R for employee stock-based compensation had been applied to all Stock Awards outstanding during the three and six month periods ended
June 30, 2005 (in millions of dollars, except per share amounts):

Three Months Ended Six Months Ended
June 30, 2005 June 30, 2005

Net income, as reported $ 103.4 $ 162.7
Add:        Employee stock-based compensation expense, net of
related tax effects, included in net income, as reported 1.1 2.1

Deduct:   Total employee stock-based compensation expense,
determined under fair value method for all awards, net of related
tax effects (1.7 ) (3.3 )
Net income, pro forma $ 102.8 $ 161.5

Earnings per share:
Basic - as reported $ 1.71 $ 2.63
Basic - pro forma $ 1.70 $ 2.61
Diluted - as reported $ 1.70 $ 2.60
Diluted - pro forma $ 1.69 $ 2.58

Restricted Stock

The fair value of restricted stock grants is estimated based on the average of the high and low share price on the date of grant.  A summary of the
status of the Company�s unvested restricted stock as of June 30, 2006 and the changes in the six months ended June 30, 2006 is presented below:
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Average
Grant Date

Shares Fair Value
Unvested restricted stock:
Unvested at December 31, 2005 630,600 $ 51.57

Granted 12,500 $ 46.23
Vested (31,525 ) $ 46.26
Forfeited (5,700 ) $ 48.26

Unvested at June 30, 2006 605,875 $ 50.03

As of June 30, 2006, there was approximately $22.3 million of total unrecognized compensation cost related to unvested restricted stock that is
expected to be recognized over a weighted average period of 2.6 years.  Total compensation expense for restricted stock during the three and
six-month periods ended June 30, 2006 was $2.4 million ($1.6 million, net of tax) and $4.9 million ($3.1 million, net of tax), respectively. Total
compensation expense for restricted stock during the three and six-month periods ended June 30, 2005 was $1.3 million ($0.8 million, net of tax)
and $2.5 million ($1.6 million, net of tax), respectively.   The total fair value of shares that vested and were distributed during the three and six
month periods ended June 30, 2006 was $0.6 million and $1.6 million, respectively, which resulted in tax deductions to realize benefits of less
than $0.1 million in each period.  The total fair value of shares that vested and were distributed during the three and six month periods ended
June 30, 2005 was $0.4 million and $0.4 million, respectively, which resulted in tax deductions to realize benefits of less than $0.1 million in
each period.

Stock Options

No stock options were granted during 2005 or in the first six months of 2006. The fair value of previous stock option grants that either vested in
2005 or will vest in 2006 was estimated on the date of grant using the Black-Scholes option pricing model with the following weighted-average
assumptions used for stock option grants made in 2004 and 2003, respectively: risk free interest rates of 3.00% and 2.30%, expected volatility of
25.7% and 28.4%, dividend yields of 0.48% and 0.61%, and an expected life of the options of three and a half and three years.  Total
compensation expense for stock options during the three and six months ended June 30, 2006 was $0.4 million ($0.2 million, net of tax) and $0.6
million ($0.4 million, net of tax), respectively.  Total compensation expense for stock options during the three and six months ended June 30,
2005 was $0.3 million ($0.2 million, net of tax) and $0.7 million ($0.4 million, net of tax), respectively.  The total intrinsic value of stock
options exercised during the three and six months ended June 30, 2006 was $0.7 million and $2.2 million, resulting in tax deductions of $0.2
million and $0.8 million, respectively.  The total intrinsic value of stock options exercised during the three and six months ended June 30, 2005
was $1.3 million and $3.2 million, resulting in tax deductions of $0.5 million and $1.2 million, respectively.  As of June 30, 2006, there was
approximately $0.2 million in unrecognized compensation cost related to unvested stock options that is expected to be recognized over a
weighted average period of 5 months.  The Company�s current practice is to issue new shares to satisfy stock option exercises.  A summary of the
status of the Company�s stock option activity as of June 30, 2006 and changes during the six months ended June 30, 2006 is presented below:

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic

Number of Exercise Contractual Value
Awards Price Term (millions)(a)

Outstanding, December 31, 2005 1,782,236 $ 29.69
Exercised (105,800 ) $ 29.54
Canceled (15,867 ) $ 43.11
Outstanding, June 30, 2006 1,660,569 $ 29.58 4.5 years $ 27.3
Exercisable, June 30, 2006 1,536,902 $ 28.55 4.9 years $ 26.8

(a) Calculated based on the exercise price of underlying awards and the quoted price of the Company�s common stock as of the balance sheet
date.

16

Edgar Filing: POGO PRODUCING CO - Form 10-Q

27



Edgar Filing: POGO PRODUCING CO - Form 10-Q

28



Restricted Stock Units

On November 1, 2005 the Company awarded 135,000 Restricted Stock Units (the �Units�) to certain employees of Northrock.  The Units vest
ratably over a three-year period.  Vested Units are payable in cash in an amount equal to the fair market value of the Company�s common stock
for the five-day trading period ending on the vesting date.  The Company recognizes compensation expense and a liability based on the average
fair market value of Company common stock for the last five trading days of the period.  For the three and six months ended June 30, 2006, the
Company recognized compensation expense of $0.4 million and $0.9 million, respectively, related to the Units.

(13) COMPREHENSIVE INCOME-

As of the indicated dates, the Company�s comprehensive income consisted of the following (in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

Net income $ 361.9 $ 103.5 $ 429.4 $ 162.7
Foreign currency translation adjustment, net of tax 83.2 � 75.3 �
Change in fair value of price hedge contracts, net of tax (2.9 ) 1.7 19.0 (13.7 )
Reclassification adjustment for hedge contract losses included in net income, net
of tax 5.2 (0.1 ) 5.4 0.6
Comprehensive income $ 447.4 $ 105.1 $ 529.1 $ 149.6

(14) RECENT ACCOUNTING PRONOUNCEMENTS-

On July 13, 2006, the Financial Accounting Standards Board (�FASB�) issued FASB Interpretation No. 48 (�FIN 48�),  �Accounting for Uncertainty
in Income Taxes � an interpretation of FAS 109�.  FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise�s
financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes.  FIN 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. 
FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition.
FIN 48 is effective for fiscal years beginning after December 15, 2006.  Implementation of FIN 48 is not expected to have a material financial
statement impact on the Company.
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POGO PRODUCING COMPANY AND SUBSIDIARIES

ITEM 2.  Management�s Discussion and Analysis of Financial Condition and Results of Operations.

This discussion should be read in conjunction with Management�s Discussion and Analysis of Financial Condition and Results of Operations
included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2005 as well as the risk factors therein and herein. 
The Thailand Entities and Pogo Hungary are classified as discontinued operations in the Company�s financial statements for all periods
presented.  Except where noted, discussions in this report relate to the Company�s continuing operations.  Some of the statements in the
discussion are �Forward Looking Statements� and are thus prospective.  As further discussed in the Company�s Annual Report on Form 10-K for
the year ended December 31, 2005, these forward-looking statements are subject to risks, uncertainties and other factors that could cause actual
results to differ materially from future results expressed or implied by such forward-looking statements.

Executive Overview

During the second quarter of 2006, significant progress was made in the completion of the strategic initiatives the Company announced in January 2005.  The
Company has been transformed from a predominantly offshore property base to one where the majority of its assets are located onshore North America.  During
the second quarter of 2006, the Company closed both the sale of an undivided 50% of its Gulf of Mexico properties and the acquisition of Latigo Petroleum.  The
Company issued $450 MM of Senior Subordinated Notes during the second quarter of 2006 in order to finance a portion of the Latigo acquisition.  Below is an
overview of the significant transactions and financial matters which occurred during the second quarter of 2006.

Acquisition of Latigo Petroleum Inc.

On May 2, 2006, the Company completed the acquisition of Latigo Petroleum, Inc. (�Latigo�), a privately held exploration and production
company for approximately $766.4 million.  The purchase price was funded using cash on hand and debt financing.  As of April 1, 2006, Latigo�s
estimated proven reserves were approximately 275 Bcfe located on approximately 100,100 net acres, plus approximately 304,600 net acres of
undeveloped leasehold interests.  Latigo�s operations are concentrated in the Permian Basin and Panhandle of Texas.  The Company believes that
this acquisition along with its sale of 50% of its Gulf of Mexico interests discussed below further the Company�s strategy to reposition itself as a
predominantly onshore North American exploration and development company.

Sale of 50% of Gulf of Mexico Interests

On May 31, 2006, the Company closed the sale of an undivided 50 percent interest of each of its Gulf of Mexico oil and gas leasehold interests
and related pipelines and equipment to an affiliate of Mitsui & Co., Ltd., for approximately $455 million.  The proceeds were used to repay a
portion of the debt used to finance the Latigo acquisition.  As of December 31, 2005, the interests sold were attributed approximately 143 Bcfe
of net estimated proven oil and gas reserves.  The Company recognized a pre-tax gain of $308.4 million related to the sale in the second quarter
of 2006.

Issuance of Senior Subordinated Notes

On June 6, 2006, the Company issued and sold $450 million aggregate principal amount of 7.875% Senior Subordinated Notes due 2013 (the
�2013 Notes�).  The 2013 Notes were issued in a private placement pursuant to an Indenture, dated as of June 6, 2006, between the Company and
The Bank of New York Trust Company, N.A., as trustee.  Net proceeds were used to reduce outstanding debt under the Company�s credit
facility.

Second Quarter Results

Total revenues for the second quarter of 2006 were $674.6 million (including $308.4 million related to the sale of the Gulf of Mexico interests)
and net income totaled $361.9 million, or $6.31 per share.  Cash provided by operations totaled $338.2 million.  As of June 30, 2006, long-term
debt was $2,011.6 million, increasing from the first quarter by $434.1 million due primarily to the Latigo acquisition.

2006 Capital Budget

The Company has established an $800 million exploration and development budget for 2006 (excluding acquisitions), including approximately
$240 million for exploration and $560 million for development activities.  The capital budget calls for the drilling of approximately 550 wells
during 2006, including wells in the United States and Canada.
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During the second quarter of 2006, the Company spent $229.4 million on its exploratory and development activities and, as of June 30, 2006, had spent
approximately 53% of its $800 million 2006 capital budget.  During the second quarter of 2006, 102 wells were drilled with 90 successfully completed, an 88%
success rate. As of June 30, 2006, 103 wells were either drilling, completing or testing.

Recognition of Income Tax Benefit

During the second quarter 2006, the Company�s consolidated effective tax rate was 6.2%, down from 33.7% in the first quarter of 2006.   This
decrease relates to the enactment of a reduction of the Alberta and Saskatchewan provincial tax rates, in addition to a reduction in the statutory
Canadian federal income tax rate, which generated a one-time deferred tax benefit of approximately $112 million.  Apart from the one-time
benefits, the Company currently expects its annual effective tax rate to continue to decrease over the next two years to approximately 30% -
32%, based on current earnings levels.

Derivatives Hedging Charge

Although the Company�s collars are effective as economic hedges, the sale of 50% of the Company�s Gulf of Mexico interests on May 31, 2006
and the forecasted shut-in hydrocarbon production from the Company�s Gulf of Mexico properties (resulting primarily from
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hurricane activity during the third quarter of 2005) caused certain of the gas and crude oil collar contracts to lose their qualification for hedge
accounting.  The Company recognized a $7.1 million non-cash charge related to these contracts in the second quarter of 2006.

2006 Production Target

The Company�s 2006 production volumes target, including the effects of the Latigo purchase and the Gulf of Mexico sale, is approximately 96,000 barrels of oil
equivalent per day (�Boepd�).  The Company�s 2006 target production yearend exit rate is approximately 108,000 Boepd.  These estimates are subject to change, and
actual results could differ materially, depending upon the production levels from the Latigo purchase, the amount of Gulf of Mexico production that remains
shut-in, the timing of any such production coming back on-line, the availability of oilfield services, acquisitions, divestitures and many other factors that are
beyond the Company�s control.

Exposure to Oil and Gas Prices and Availability of Oilfield Services

Oil and natural gas prices have historically been seasonal, cyclical and volatile.  Prices depend on many factors that the Company cannot control
such as weather and economic, political and regulatory conditions.  The average prices the Company is currently receiving for production are
higher than historical average prices.  A future drop in oil and gas prices could have a material adverse effect on cash flow and profitability. 
Sustained periods of low prices could have a material adverse effect on the Company�s operations and financial condition.  Additionally, the cost
of drilling, completing and operating wells and installing facilities and pipelines is often uncertain and have each increased substantially during
2005 and the first half of 2006.  The market for oil field services is currently very competitive and shortages or delays in delivery or availability
of equipment or fabrication yards could impact the Company�s ability to conduct oil and gas drilling and completion operations.

Results of Operations

Oil and Gas Revenues

The Company�s oil and gas revenues for the second quarter of 2006 were $357.1 million, an increase of approximately 30% from oil and gas
revenues of $274.0 million for the second quarter of 2005.  The Company�s oil and gas revenues for the first six months of 2006 were $711.5
million, an increase of approximately 35% from oil and gas revenues of $528.1 million for the first six months of 2005.  The following table
reflects an analysis of variances in the Company�s oil and gas revenues (expressed in millions) between 2006 and 2005.

2nd Qtr. 2006 1st 6 Mos. 2006
Compared to Compared to
2nd Qtr. 2005 1st 6 Mos. 2005

Increase (decrease) in oil and gas revenues resulting from variances in:
Natural gas -
Price $ (10.5 ) $ 21.2
Production 8.5 23.4

(2.0 ) 44.6
Crude oil and condensate -
Price 45.1 59.0
Production 33.0 64.0

78.1 123.0

Natural gas liquids 7.0 15.8
Increase in oil and gas revenues $ 83.1 $ 183.4

The most significant cause for the increase in hydrocarbon production was the acquisitions of Northrock on September 27, 2005 and Latigo on
May 2, 2006.  The increased hydrocarbon production from both of the acquisitions was partially offset by decreased production in the Company�s
Gulf of Mexico region resulting from sale of 50% of the Company�s interest in its Gulf of Mexico properties on May 31, 2006, in addition to the
curtailment of hydrocarbon production in 2006 due to the infrastructure damage caused by Hurricanes Katrina and Rita in the third quarter of
2005 and natural production declines.  The following tables reflect the relative changes in hydrocarbon volumes and
prices by geographic area:
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% Change % Change
2nd Quarter 2005 to 1st Six Months 2005 to
2006 2005 2006 2006 2005 2006

Comparison of Increases (Decreases) in:
Natural Gas �
Average prices (per Mcf)
United States (a) $ 5.90 $ 6.48 (9 )%$ 6.53 $ 6.22 5 %
Canada $ 6.33 $ � N/M $ 7.05 $ � N/M
Company-wide average price $ 6.02 $ 6.48 (7 )%$ 6.68 $ 6.22 7 %

Average daily production volumes
(MMcf per day) (a):
United States 192.4 254.5 (24 )%200.0 256.7 (22 )%
Canada 77.5 � N/M 76.0 � N/M
Company-wide average daily production 269.9 254.5 6 % 276.0 256.7 8 %

(a)  Price hedging activity increased the average price of the Company�s United States natural gas production
during the second quarter of 2006 by less than $0.01 per Mcf and reduced the average price of the Company�s United
States natural gas production during the first six months of 2006 by $0.09 per Mcf.  Price hedging activity had no
effect on the average price of the Company�s United States natural gas production during the second quarter and first
six months of 2005.  �MMcf� is an abbreviation for million cubic feet.

% Change % Change
2nd Quarter 2005 to 1st Six Months 2005 to
2006 2005 2006 2006 2005 2006

Comparison of Increases (Decreases) in:
Crude Oil and Condensate �
Average prices (per Bbl)
United States (a) $ 70.38 $ 46.62 51 % $ 62.39 $ 45.19 38 %
Canada $ 58.60 $ � N/M $ 50.74 $ � N/M
Company-wide average price $ 65.47 $ 46.62 40 % $ 57.50 $ 45.19 27 %

Average daily production volumes
(Bbls per day) (a):
United States 18,594 26,303 (29 )%18,932 26,448 (28 )%
Canada 13,242 � N/M 13,674 � N/M
Company-wide average daily production 31,836 26,303 21 % 32,606 26,448 23 %
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